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PERFORMANCE OF EXCHANGE- LISTED LODGING FIRMS 
DURING THE GREAT LODGING DEPRESSION OF THE 1980s 
AND EARLY 1990s 
Arun Upneja 
ABSTRACT 
Extensive literature in hospitality finance indicates that the lodging depression 
of the 1980s spanned the years 1980-92 and that the entire industry was losing 
money for most of that period. For example, Hanson (1994) claims that "after oper- 
ating at a loss in every year since 1982, the U.S. lodging industry will again be profit- 
able in 1993." However, there are many reasons to believe that exchange-listed 
lodging firms may have had a different picture than the industry as a whole. This 
paper discusses some of those reasons and focuses on the profitability of lodgng 
firms listed on the major stock exchanges. The results presented show that the 
exchange-listed lodging firms were generally profitable during the depression 
years and that the percentage of lodging firms reporting losses during this period 
was not very different from the overall percentage of all listed firms reporting 
losses. 
Introduction and Purpose 
Extensive evidence indicates that the lodging depression of the 1980s spanned the 
years 1980-92. For example, Hanson (1994) claims that "after operating at a loss in every 
year since 1982, the U.S. lodging industry will again be profitable in 1993." Rushmore 
(1996) claims that the depression started in 1980 and there was a decrease in absolute 
demand between 1980-83. The demand for rooms picked up after 1983 but overbuilding 
due to tax laws caused overall losses for the lodging industry. As per Hanson (1994) the 
lodging industry started losing money in 1982, at the rate of approximately $1,000 per 
room per year. The losses peaked in 1990 when an average room lost a little more than 
$5,000.1993 was the first profitable year for the lodging industry when an average room 
generated approximately $1,000 of profits. 
If, on average, each room was losing money then it is reasonable to conclude that the 
lodgng industry as a whole was also losing money. Again extensive research (Hanson, 
1994; Beals & Engel, 1995) indicates that the industry was indeed losing money. This is a 
very grim picture of the industry. It is difficult to imagne that in one of the most efficient 
markets in the world, an entire industry could lose so much money over such a long 
period. 
I Were there some winners in tlus picture of losses? For example, the losses incurred 
a per room are an average number for the industry and it is reasonable to assume that there 
i 
were some properties generating profits. Even if we assume that all properties were 
losing money, some sector of the lodgng industry had to make money because new 
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Table 2 
Descriptive Statistics on Return on Assets for all Lodgng Firms for Years 1977-1995 
Standard 
YR Mean Median Deviation Minimum Maximum 
77 0.031 0.024 0.033 -0.012 0.092 
78 0.039 0.033 0.045 -0.042 0.115 
79 0.035 0.028 0.054 -0.043 0.156 
80 0.055 0.038 0.073 -0.087 0.193 
81 0.025 0.020 0.069 -0.142 0.138 
82 0.014 0.008 0.067 -0.134 0.136 
83 0.021 0.025 0.053 -0.084 0.103 
84 0.077 0.053 0.169 -0.177 0.580 
85 0.006 0.009 0.124 -0.312 0.231 
86 -0.065 0.030 0.320 -0.907 0.321 
87 -0.057 0.001 0.294 -1.176 0.319 
88 -0.035 0.004 0.174 -0.500 0.299 
89 0.043 0.016 0.213 -0.480 0.729 
90 -0.117 0.008 0.415 -1.660 0.220 
91 -0.091 0.004 0.294 -1.001 0.235 
92 -0.025 -0.006 0.168 -0.559 0.296 
93 0.016 0.017 0.1 74 -0.501 0.619 
94 0.030 0.019 0.063 -0.113 0.220 
95 0.026 0.030 0.046 -0.092 0.105 
All years 0.0015 0.019 0.150 -0.422 0.269 
is possibly a tax effect due to the elimination of some tax shelters in that year (Chon, 
1993). The median return on equity was never below zero and started declining from 
1984 and was very close to pre-84 level by 1991. After stabilizing at approximately 10% it 
started climbing in 1993 and was 12.4% in 1995, the latest year for whch figures are 
available. 
Results and Implications 
This paper describes an industry that is in some trouble but not in complete panic, a 
picture that is painted by previous research. However, there are some key issues that 
have emerged from these descriptive results. The first question is the degree to which 
the lodging firms benefit from franchse and management fees to tide over the recession 
: phase of the lodgng cycle. For example, Hyatt does not own any property and receives 
I 
all of its revenues from franchising and management fees. Therefore, a recession will 
not affect Hyatt as much as another operator with many corporate owned properties. 
Standard 
YR Mean Median Deviation Minimum Maximum 
77 0.092 0.066 0.127 -0.134 0.272 
78 0.058 0.163 0.470 - 1.467 0.389 
79 0.167 0.148 0.151 - 0.106 0.487 
80 0.208 0.231 0.142 0.017 0.495 
81 0.187 0.118 0.235 - 0.045 0.877 
82 0.098 0.120 0.102 - 0.080 0.259 
83 0.127 0.118 0.133 - 0.050 0.496 
84 0.164 0.119 0.221 - 0.231 0.677 
85 0.053 0.051 0.232 - 0.416 0.453 
86 - 0.152 0.036 0.608 - 1.837 0.528 
87 0.024 0.031 0.193 - 0.498 0.463 
88 0.118 0.048 0.365 - 0.533 0.953 
89 0.186 0.069 0.551 - 0.503 1.672 
90 - 0.044 0.019 0.559 - 1.350 1.504 
91 0.205 0.098 0.461 - 0.558 1.564 
92 0.157 0.099 0.448 - 0.750 1.688 
93 0.060 0.096 0.485 - 1.425 1.528 
94 0.114 0.113 0.144 - 0.189 0.460 
95 0.106 0.124 0.227 - 0.556 0.586 
All years 0.101 0.098 0.308 - 0.564 0.808 
However, during the time the economy is expanding, Hyatt will not fully participate in 
the expansion. In other words, the total revenue line plotted over time will be relatively 
flat as compared to lodgng firms that own properties. Ths  fact is crucial to mak ring 
investment decisions for both individuals and vrofessional investors. To the extent that I 
1 
a firm relies on franchsing and management fees, its revenue stream is more stable i and 
less susceptible to a downturn in the economy. A part of the finding may also challenge 
the notion that firms with h g h  operating leverage take a proportionally greater hit dur- 
ing depression. The proportion of F&M revenue over total revenue may act as a moder- 
ating variable to partly mitigate the effect of a depression on firms with high operating 
leverage. 
The second issue that emerges is the economies of scale argument for both reven 
and costs. For example, one implication is that independently owned properties would 
have higher operating expenses than franchised properties. Additionally franchised 
properties would get a larger share of increased business in a particular regon due to the 
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Median return on Assests and Equity for Lodging Firms Between 1977-1995 
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marketing and reservation clout of the chain. These issues are empirically testable and 
deserve more attention by academic researchers. 
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